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The Eurosystem Monetary Transmission Network
This issue of the ECB Working Paper Series contains research presented at a conference on
“Monetary Policy Transmission in the Euro Area” held at the European Central Bank on 18
and 19 December 2001.  The conference was devoted to the presentation of research
conducted within the Monetary Transmission Network, a group of economists affiliated with
the ECB and the National Central Banks of the Eurosystem chaired by Ignazio Angeloni.
Anil Kashyap (University of Chicago) acted as external consultant and Benoît Mojon as
secretary to the Network.
The papers presented at the conference examine the euro area monetary transmission process
using different data and methodologies: structural and VAR macro-models for the euro area
and the national economies, panel micro data analyses of the investment behaviour of non-
financial firms and panel micro data analyses of the behaviour of commercial banks.
Specifically, the paper contained in this issue of the Working Paper Series was contributed
by the Bank of England staff as an introduction to the conference.
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3 Competing views of monetary transmission
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Table 1.a: Business fluctuations of the UK economy (1970-2000)  
Variables (t) Std (X)
Std (X) / Std 
(GDP)
- 4 - 3 - 2 - 101234
GDP 2.00 1.00 0.48 0.66 0.83 0.95 1.00
Consumption 2.19 1.09 0.54 0.64 0.73 0.80 0.82 0.76 0.63 0.46 0.26
Investment 4.97 2.48 0.63 0.74 0.81 0.84 0.82 0.74 0.62 0.48 0.33
Cumulated inventories 3.05 1.52 0.93 0.91 0.83 0.70 0.53 0.35 0.18 0.03 -0.10
M0 2.51 1.25 0.72 0.69 0.64 0.57 0.46 0.35 0.21 0.06 -0.07
M4 3.10 1.55 0.50 0.45 0.38 0.29 0.19 0.06 -0.07 -0.21 -0.35
M4-lending individuals 2.25 1.12 -0.20 -0.17 -0.13 -0.09 -0.05 -0.02 0.00 -0.02 -0.06
M4-lending PNFC 8.75 4.36 0.46 0.41 0.33 0.21 0.08 -0.07 -0.22 -0.36 -0.48
GDP deflator 2.72 1.36 0.06 -0.11 -0.27 -0.41 -0.52 -0.57 -0.58 -0.53 -0.45
GDP deflator Inflation 3.42 1.70 0.50 0.41 0.30 0.18 0.04 -0.08 -0.16 -0.20 -0.21
RPI 3.65 1.63 -0.20 -0.31 -0.42 -0.53 -0.63 -0.71 -0.78 -0.82 -0.83
RPI inflation 2.85 1.27 0.51 0.47 0.40 0.29 0.14 -0.02 -0.15 -0.26 -0.33
RPIX 3.64 1.62 -0.35 -0.45 -0.54 -0.62 -0.69 -0.74 -0.78 -0.79 -0.78
RPIX inflation 2.57 1.14 0.42 0.35 0.26 0.13 -0.02 -0.17 -0.29 -0.38 -0.42
House prices 8.99 4.49 0.58 0.59 0.58 0.54 0.44 0.30 0.13 -0.06 -0.25
Equity prices 13.88 6.92 -0.16 -0.12 -0.06 0.02 0.13 0.25 0.35 0.42 0.42
Short-term interest rates 2.10 1.05 0.64 0.62 0.56 0.46 0.30 0.10 -0.10 -0.28 -0.42
Long-term interest rates 1.08 0.54 0.33 0.25 0.17 0.08 -0.03 -0.15 -0.27 -0.37 -0.41
"Yield curve" 1.67 0.83 -0.59 -0.61 -0.60 -0.52 -0.39 -0.23 -0.05 0.12 0.27
ERI 6.44 2.87 0.16 0.09 0.02 -0.07 -0.16 -0.24 -0.31 -0.35 -0.37
Dollar sterling 10.95 4.88 0.58 0.53 0.45 0.35 0.23 0.10 -0.01 -0.11 -0.20
Correlation M0 and investment -0.18 -0.08 0.02 0.13 0.24 0.32 0.38 0.41 0.43












































) Table 1.b: Business fluctuations of the euro area economy (1970-2000)  
Variables (t) Std (X)
Std (X) / Std 
(GDP)
-4 -3 -2 -1 0 1 2 3 4
GDP 0.84 1.00 -0.19 0.18 0.58 0.88 1.00
Consumption 0.55 0.65 -0.13 0.09 0.37 0.63 0.79 0.80 0.66 0.40 0.09
Investment 1.85 2.20 0.06 0.34 0.62 0.81 0.86 0.75 0.51 0.21 -0.09
Cumulated inventories 2.40 2.86 0.65 0.83 0.82 0.59 0.22 -0.19 -0.52 -0.70 -0.70
GDP deflator (level) 0.58 0.70 0.29 0.27 0.16 -0.04 -0.30 -0.55 -0.72 -0.76 -0.67
CPI (level) 0.68 0.81 0.28 0.26 0.16 -0.03 -0.26 -0.50 -0.66 -0.72 -0.66
CPI (inflation) 0.31 0.37 0.35 0.34 0.27 0.21 0.20 0.26 0.31 0.30 0.19
Stock prices 12.00 0.14 -0.10 -0.07 -0.01 0.05 0.08 0.06 0.01 -0.03 -0.02
Real estate prices 1.36 1.62 0.53 0.52 0.50 0.45 0.39 0.31 0.20 0.06 -0.08
Short-term rate nominal 1.09 0.01 0.27 0.54 0.73 0.76 0.61 0.30 -0.08 -0.43 -0.67
Short-term rate real 0.76 0.01 0.49 0.65 0.68 0.55 0.26 -0.11 -0.43 -0.61 -0.59
Long-term rate nominal 0.57 0.01 0.22 0.38 0.48 0.47 0.33 0.09 -0.17 -0.37 -0.46
Yield curve 0.83 0.01 -0.20 -0.45 -0.63 -0.68 -0.58 -0.34 -0.01 0.32 0.56
Real ef. exchange rate 3.58 4.27 0.22 0.33 0.36 0.30 0.17 0.01 -0.12 -0.18 -0.18
DM-USD exchange rate 5.23 6.22 0.13 0.36 0.56 0.61 0.48 0.22 -0.08 -0.34 -0.46
M1 1.00 1.19 -0.22 -0.26 -0.20 -0.05 0.16 0.39 0.58 0.68 0.67
M3 0.72 0.85 0.45 0.23 0.01 -0.17 -0.26 -0.27 -0.19 -0.06 0.07
Total loans 0.85 1.01 0.59 0.55 0.48 0.37 0.23 0.10 0.00 -0.06 -0.08
Cross correlation with GDP (t+k)













































Table  1.c: Business fluctuations of the US economy (1970-2000)  
Variables (t) Std (X)
Std (X) / Std 
(GDP)
- 4- 3- 2- 101234
GDP 1.34 1.00 -0.09 0.24 0.60 0.89 1.00 0.89 0.59 0.23 -0.09
Consumption 1.01 0.75 -0.24 0.03 0.34 0.64 0.84 0.87 0.74 0.51 0.27
Investment 3.26 2.44 0.11 0.44 0.75 0.94 0.95 0.80 0.53 0.20 -0.10
Cumulated inventories 2.35 1.76 0.74 0.89 0.88 0.69 0.35 -0.02 -0.32 -0.48 -0.48
GDP deflator (level) 0.67 0.00 0.00 -0.16 -0.31 -0.42 -0.48 -0.49 -0.46 -0.42 -0.39
CPI (level) 1.02 0.50 0.23 0.10 -0.07 -0.24 -0.41 -0.52 -0.56 -0.54 -0.49
CPI (inflation) 1.29 0.77 0.48 0.59 0.63 0.56 0.38 0.15 -0.09 -0.25 -0.31
Stock prices 7.92 5.93 -0.50 -0.50 -0.37 -0.12 0.16 0.39 0.47 0.40 0.22
Real estate prices 2.12 1.59 -0.18 -0.21 -0.16 -0.06 0.08 0.21 0.24 0.17 0.03
Short-term rate nominal 1.31 0.98 0.38 0.56 0.68 0.67 0.50 0.21 -0.14 -0.44 -0.62
Short-term rate real 1.11 0.83 -0.11 -0.03 0.07 0.14 0.15 0.07 -0.06 -0.22 -0.36
Long-term rate nominal 0.82 0.61 -0.03 0.14 0.28 0.35 0.30 0.14 -0.07 -0.28 -0.41
Yield curve 1.09 0.82 -0.51 -0.60 -0.63 -0.56 -0.39 -0.15 0.12 0.33 0.45
Real ef. exchange rate 2.96 2.21 0.08 0.11 0.08 0.00 -0.07 -0.12 -0.12 -0.08 -0.01
DM-USD exchange rate 6.66 4.98 0.19 0.23 0.23 0.23 0.27 0.37 0.45 0.42 0.27
M1 1.78 1.33 -0.22 -0.23 -0.18 -0.08 0.05 0.16 0.22 0.24 0.22
M3 0.87 0.65 0.25 0.37 0.42 0.39 0.28 0.12 -0.03 -0.13 -0.15
Total loans 1.99 1.49 0.75 0.78 0.68 0.48 0.19 -0.11 -0.34 -0.45 -0.45
Note: Table reproduced from Agresti and Mojon (2001).
Cross correlation with GDP (t+k)	

 	3
Table 2: The effects of financial change
Financial frictions No financial frictions
Loss 240.4 238.7
St. dev. (p), % 4.19 4.11
St. dev. (y), % 0.99 1.05
St. dev. (R), % 4.91 4.27	

 	
Chart 1: The effects of a monetary policy shock in the Euro-area,
the United States and the United Kingdom
Note: Results for Euro-area and US obtained from Peersman and Smets (2001). Confidence bands are at 90% levels. 
Standard error for the Euro-area and the US obtained using a bootstrap procedure, while those for the UK are 
asymptotic standard errors.
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Chart 2: The auto-correlation function for output


































Chart 3: Response to a unit cost shock
                                         periods after the shock











 Nom inal interest rate response








Chart 4: Optimal equilibrium under a demand shock
                                          periods after the shock












 Nominal interest rate response





















































































































































































































































































































Chart 9: The worst case distribution
Density
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